1972: a year of accelerating recovery by anonymous




The recovery in economic activity that began early in 1971 gained 
considerable momentum during 1972 and at the year-end real 
growth was moving at a very rapid pace. Consumers became more 
optimistic and stepped up spending appreciably throughout the year, 
as inflationary expectations abated and employment and incomes 
rose strongly. As sales, new orders, and prospects for higher profits 
improved in an environment of moderating price increases, business 
attitudes also changed. Spending for business fixed investment 
began to add substantial strength to the expansion in early 1972, 
after 2 years of slow growth. In the spring, businessmen started 
to step up the pace of inventory investment. Meanwhile, demands 
for housing continued strong, and residential construction activity 
substantially surpassed the very high levels reached in 1971. 
Governments also added to over-all demands in 1972. Federal 
purchases of goods and services rose sharply in the first half, 
reflecting pay raises for both military and civilian personnel and 
a rise in defense spending. Growth of Federal purchases edged 
off in the second half, but outlays of State and local governments 
continued to increase at about the same rate as in the preceding 
3 years. 
On the international front, imports rose faster than exports as 
a result of the very strong growth in U.S. economic activity and 
because prices of imports rose faster than those of exports. Conse-
quently, there was a marked deterioration in the net exports sector 
of the national income accounts. 
The strength of aggregate demand—gross national product rose 
more than $100 billion, or nearly 10 per cent, during 1972—re-
sulted in a large increase in industrial production, as output of 
Dept. of Commerce quarterly data, 
seasonally adjusted at annual rates, consumer goods, materials, and business equipment all advanced 
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11 PRODUCTION, EMPLOYMENT, and PROFITS increase sharply while PRICE rises moderate 
1967=100 MILLIONS OF PERSONS BILLIONS OF DOLLARS ANNUAL RATE, PER CENT 
"Industrial production,** Federal Reserve data; "Nonagricultural employment," Bureau of Labor Statistics data; "Corporate 
profits" and "deflator" (the gross private product fixed-weight index), Dept. of Commerce data. 
substantially. Output of defense equipment also was larger than 
in 1971, reflecting some rebuilding of defense inventories. 
Considerable progress has been made in reducing the slack in 
the utilization of manpower and industrial resources. The unem-
ployment rate in December, although still high, was almost a 
percentage point below a year earlier. The margin of unused 
manufacturing capacity was also down appreciably at the year-end. 
Total civilian employment rose strongly during 1972, and manu-
facturers added to payrolls for the first time in 3 years. Although 
many new workers—attracted by increased job opportunities—en-
tered the labor market, the sharp rise in employment exceeded the 
large increase in the labor force, and the unemployment rate declined. 
The program of wage and price controls, set up in August 1971, 
was an important factor in moderating inflationary pressures. The 
rise in hourly compensation slowed in 1972 and gains in produc-
tivity accelerated with the rise in output. As a result, unit labor 
costs moderated sharply. Prices generally reflected the more favor-
able labor cost situation and the impact of price controls. The 
private product fixed-weight price index increased less in 1972 
than it had before the imposition of controls in August 1971. The 
consumer price index posted a slightly smaller increase in 1972 
compared with the pre-control period of 1971. The rise in in-
dustrial wholesale prices was also reduced, but prices of farm 
products and processed foods increased more rapidty than before 
the control program was introduced. 
CONSUMER OUTLAYS Bolstered by strong employment gains, large income increases, and 
AND INCOME more optimistic attitudes about present and prospective economic 
activity, consumer spending for goods and services rose briskly 
in 1972—about 6 per cent in real terms—following a 4 per cent 
increase in 1971. The year began on a firm note and purchases 
gathered momentum thereafter. Sales of durable goods were par-
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ticularly strong. Demands for furniture and appliances rose rapidly, 
reflecting the boom in residential construction. Domestic-type autos 
sold at a moderate pace in early 1972 following the surge associated 
with the announcement of the new economic program in mid-1971, 
but reached record levels after mid-1972. For all of 1972 such 
sales totaled 9.3 million, 6 per cent above the previous peak reached 
in 1965. Sales of foreign cars, at around 1.6 million units, were 
slightly above the 1971 level. Purchases of nondurable goods 
moved ahead throughout the year. 
2 DISPOSABLE INCOME gains outstripped by 
spending increases? SAVING RATE declines 









Dept. of Commerce quarterly data, seasonally adjusted at annual rates. 
Personal income increased by about 8.5 per cent in 1972—more 
rapidly than in the preceding 2 years. Wage and salary payments 
were boosted by Federal military and civilian pay raises early in 
the year and by the over-all strength of output and employment. 
In the fourth quarter, incomes were lifted further by a sizable 
increase in social security benefits. 
Although a change in the Federal income-tax-withholding 
schedules resulted in large overwithholdings of taxes in 1972 and 
restrained the gain in disposable income, consumers nonetheless 
continued to increase their purchases at a rapid rate. The saving 
rate declined sharply to about 6.7 per cent of disposable income 
from the 1971 rate of 8.2 per cent—a rate exceeded only in the 
World War II period. 
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BUSINESS FIXED A sharp increase—nearly 14 per cent—in business capital invest-
INVESTMENT ment was a key element in the over-all strength of the economy 
in 1972. In real terms, business spent about 9 per cent more than 
in 1971. 
The gain in business capital spending was influenced by a number 
of factors: the strong expansion in industrial production and the 
associated rise in the rate of capacity utilization; the greatly im-
proved performance of profits; and the stimulative effects of a 
further acceleration in depreciation schedules and of the restoration 
of the investment tax credit in late 1971. Increased expenditures 
were concentrated largely in purchases of new equipment—includ-
ing trucks—which for the year as a whole in current dollars were 
about 16 per cent above the 1971 level. Outlays for new con-
struction increased by about 10 per cent, but this represented little 
change in real terms. 
~ I Business fixed INVESTMENT rose in 1972 . . . 
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"Business fixed investment" and "Plant and equipment,** Dept. of Commerce data, 1972 
Q4 and 1973 Q1 and Q2 anticipated; seasonally adjusted annual rates. "Real" is 1958 
dollars. 
Spending for new plant and equipment by manufacturing firms 
turned upward in 1972, rising about 4 per cent after declining by 
about 6 per cent in 1971. But most of the expansion in outlays 
during the year was in the nonmanufacturing area, with public 
utilities (responding to continued sizable gains in demands for 
energy), communications, and commercial firms increasing their 
investment sharply. 
At the end of the year, the survey of business anticipations by 
the Department of Commerce indicated plans for an increase in 
1973 of about 13 per cent in business outlays for plant and 
equipment, with a relatively higher proportion of the increase for 
the construction of new plants. Manufacturers expected to increase 
Federal Reserve Bulletin: January 19731972: YEAR OF ACCELERATING RECOVERY  5 
spending much faster than in 1972. If these anticipations are 
realized, plant and equipment spending will be about in line with 
the pattern of previous recoveries, after lagging somewhat in the 
early stages of the current recovery. 
INVENTORIES 
INVENTORIES AND SALES 
Dept. of Commerce data, seasonally 
adjusted annual rates. Ratio, end-of-
period inventories to quarterly 
average sales. Ratio for 1972 Q4 is 
Nov. inventories to Oct.-Nov. 
average sales. 
Inventory investment, which generally rises early in a cyclical 
expansion, had continued quite moderate throughout the first year 
of recovery following the trough in the fourth quarter of 1970. 
This reflected in part the absence of any net liquidation during 
the 1969-70 recession. Other factors included a late recovery in 
backlogs of orders for capital goods and the liquidation in late 
1971 and early 1972 of steel inventories stockpiled in anticipation 
of a possible strike. Gains in sales in 1971 resulted in some 
reduction of inventory/sales ratios during the year, but at the 
year-end such ratios were still rather high for the recovery stage 
of an economic cycle. 
Rapid increases in sales and production influenced businessmen 
to increase inventory investment in the spring of 1972 and to step 
up the rate of such accumulation after that; toward the year-end, 
accumulation reached a $10 billion annual rate. However, gains 
in sales outstripped inventory increases; ratios of inventories to 
sales were reduced further during 1972, and by year-end they were 
approaching historically low levels. Further strong growth in in-
ventory accumulation in 1973 is suggested by these low ratios, 
as well as by increasing reports of slow deliveries, by rising 
backlogs of unfilled orders, and by continuing rapid increases in 
sales. 
PRIVATE RESIDENTIAL Private residential construction set new records in 1972, supported 
CONSTRUCTION by strong demand and the ready availability of credit sustained 
by continuing large inflows of funds into mortgage lending institu-
tions. Housing starts, already at a very high level in 1971, rose 
by about 300,000 to a total of over 2,350,000 units for the year. 
In real terms, residential construction outlays rose nearly 20 per 
cent. Production of mobile homes also soared and reached a record 
of about 575,000 units. 
Multifamily structures continued to account for more than two-
fifths of all starts, with demand for such units sustained by the 
growing number of young adults able to set up their own households 
and by the increasing popularity of condominium apartments. The 
number of Government-subsidized housing units, however, de-
clined from the record levels of the previous 2 years. 
Ample availability of mortgage financing at relatively stable 
interest rates was an essential element in sustaining the record 
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EXPENDITURES FOR 
RESIDENTIAL STRUCTURES 
BILLIONS OF DOLLARS 
Dept. of Commerce data, seasonally 
adjusted annual rates. "Real" is 
1958 dollars. 
volume of private housing starts. Credit terms were liberalized and 
although mortgage rates were high, they were appreciably below 
levels reached in 1970. 
The median price of new homes sold rose to more than $27,000, 
about 9 per cent above the 1971 level. Increases in labor costs 
were less rapid than they had been earlier, in large part due to 
the efforts of the Construction Industry Stabilization Committee, 
but prices of land and of lumber and plywood continued to advance 
sharply during the year. Higher sales prices also reflected buyer 
preference for quality improvements and a decline in the proportion 
of subsidized starts. 
The number of housing units completed in 1972—about 2 mil-
lion—lagged behind starts, resulting in a record number under 
construction near the end of the year. This inventory of uncom-
pleted units may tend to dampen new housing starts in 1973, 
although the continued large number of building permits issued 
points to a sustained high rate of residential construction activity 
over the near term. 
FEDERAL The Federal budget continued to be stimulative during the past 
GOVERNMENT year. Total expenditures exceeded revenues by nearly $20 billion. 
In terms of the high-employment budget, the balance shifted to 
a deficit position in 1972 following a small surplus in 1971. 
Revenues as well as expenditures rose strongly during the year. 
Increased receipts were the result not only of revenue gains asso-
ciated with periods of economic recovery but also of overwithhold-
ing of personal income taxes. 
Federal Government purchases of goods and services rose by 
more than 8 per cent from 1971. Both defense and nondefense 
expenditures registered sizable increases, whereas in 1971 the rise 
in nondefense outlays was largely offset by a decline in defense 
spending. Defense category outlays rebounded strongly during the 
first half of 1972, but dropped back somewhat during the second 
half. Reductions in civilian defense employment and the Armed 
Forces continued through most of the year, but pay increased 
substantially, reflecting both the general Federal pay increase in 
January 1972 and the special Armed Forces pay raise in November 
1971 in connection with efforts to shift to an all-volunteer army. 
Federal nondefense purchases, which account for only about a 
quarter of all Federal purchases, increased by about 13 per cent 
in 1972. Excluding the post office, Federal nondefense employment 
rose slightly. In addition, transfer payments and Federal grants to 
States and localities increased appreciably. The rise in transfer 
payments reflected to some extent the increase of 20 per cent 
in social security benefits in the final quarter of the year. Federal 
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4 I FEDERAL and STATE AND LOCAL purchases continue strong 
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Dept. of Commerce data, seasonally adjusted annual rates. Change is from previous 
half-year. 
grants-in-aid to State and local governments increased strongly—by 
more than $8 billion for the year as a whole, with a sharp rise 
in the final quarter when the first payment was made under Federal 
revenue-sharing legislation enacted late in the year. 
STATE AND LOCAL The past year witnessed a significant improvement in the fiscal 
GOVERNMENT position of the State and local government sector. Expenditures 
continued to rise at a brisk pace, but at the same time revenues— 
particularly from Federal grants—rose even faster. As a result, State 
and local governments achieved a surplus of about $12 billion 
compared with less than $5 billion in 1971. However, there were 
wide differences in the fiscal position of individual governmental 
units. 
Total State and local government purchases during 1972 rose 
by more than 10 per cent over the 1971 volume, with employee 
compensation accounting for the major portion of the total increase. 
Average earnings per employee rose by about 5.5 per cent, and 
employment grew by nearly 500,000, or almost 5 per cent. While 
this increase in employment was larger than in other recent years, 
about one-third of the additional jobs were filled by employees 
hired under the provisions of the Public Employment Act (almost 
entirely Federally funded), which has as its purpose the training 
of previously unemployed persons for permanent jobs by State and 
local governments. 
Expenditures for structures rose little during the period. This 
category of spending has lagged in the past few years, partly 
because the demand for new educational buildings has moderated. 
Meanwhile, other types of State and local purchases, including 
medicaid, have increased steadily in importance during the past 
decade. 
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EXPORTS 
AND IMPORTS 
U.S. MERCHANDISE TRADE 
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Dept. of Commerce data seasonally 
adjusted at annual rates. 
The dollar value of exports of goods and services rose by more 
than 10 per cent, but imports climbed at nearly double that rate 
in 1972. As a result, it is estimated that there will be a net deficit 
for the year of almost $4Vi billion, compared with a small positive 
balance in 1971. 
Several factors were responsible for keeping the balance of 
merchandise trade adverse. The strong growth of the American 
economy during the year stimulated the demand for imports. In 
addition, following the dollar devaluation, there was an upward 
adjustment of dollar prices for many imported commodities while 
export prices rose very little. Furthermore, the business upturn in 
other major trading nations started later and was proceeding more 
slowly than in the United States during 1972; this limited foreign 
demand for our nonagricultural exports, which rose only moder-
ately. And finally, some foreign suppliers of manufactured products 
defended their position in the U.S. market by absorbing a portion 
of the price differential resulting from the realignment of exchange 
rates. 
The favorable balance of more than $2 billion on the services 
side provided only a partial offset to the trade deficit in 1972. Net 
investment income, adversely affected by heavy interest payments 
on dollar assets held by foreigners, remained at around 1971 levels. 
At the same time, net military outlays abroad rose slightly in dollar 
terms, and the travel account again registered a sizable net deficit. 
However, there was some improvement in the U.S. trade balance 
during the second half of the year. While buoyant demand for 
agricultural exports was an important factor, there were also signs 
of improving demand for exports of machinery and industrial 
materials. 
MANPOWER Demand for labor strengthened throughout 1972. By December 
UTILIZATION nonfarm payroll employment had increased by about 2.6 million, 
or 4 per cent, from a year earlier, and average hours of work 
were up sharply. Gains were largest in the service-type industries. 
Employment in retail stores and State and local governments 
increased considerably. Federal Government employment, how-
ever, was reduced. In manufacturing, employment registered a 
strong recovery late in the year—rising by 840,000 persons, or 
4 per cent, from December 1971 to December 1972—but at the 
year-end the level was still 1 million below its pre-recession peak. 
Sizable increases in employment occurred in those manufacturing 
industries affected most by improved investment demands— 
primary metals and machinery (both electrical and nonelectrical). 
The unemployment rate changed little until early summer as 
above-normal increases in the labor force about matched the rise 
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EMPLOYMENT growth recovers strongly; 
UNEMPLOYMENT rate declines 
CHANGE, MILLIONS OF PERSONS 
BLS quarterly data seasonally adjusted. 
of employment. After June, joblessness began an uneven decline, 
and by December it had dropped to 5.2 per cent of the labor force; 
this represented a reduction of close to a percentage point from 
the level in late 1971. 
Substantial progress was made in reducing labor cost pressures 
during 1972. Productivity increased at a rate of about 5.5 per cent 
for the first three quarters of the year as compared with 3.6 per 
cent in the previous year in the private nonfarm sector of the 
economy. Hourly compensation, which includes the costs of fringe 
benefits and employers' contributions for social security in addition 
to wages, rose at about a 6.5 per cent rate—off slightly from the 
7.1 per cent registered in 1971. Thus the rate of increase in unit 
labor costs in the first three quarters of 1972 was held near 1 per 
cent, as compared with 2.8 per cent in the comparable period of 
1971. 
The adjusted hourly earnings index—the wage series that most 
closely approximates changes in wage rates—showed an increase 
of about 6 per cent at an annual rate from January to December 
1972. This contrasted with an increase of nearly 7 per cent in 
the year preceding the imposition of controls. 
Moderation of wage growth was widely distributed among in-
dustries, but the most pronounced slowing occurred in services, 
trade, and construction. Construction wages, which are being 
controlled by the Construction Industry Stabilization Committee, 
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rose at a 6.7 per cent rate in 1972 compared with the 1971 
pre-freeze rate of almost 9 per cent. The increase in average hourly 
earnings in the services and trade sectors of the economy also 
showed marked improvement in 1972 over 1971 with the rate 
dropping to less than 5 per cent—below the guidelines. Average 
hourly earnings in manufacturing rose at an average annual rate 
of 6.1 per cent during that period—about the same as in the 
pre-control period of 1971. However, following relatively moderate 
increases in the first 8 months of the year, hourly earnings rose 
more rapidly after August in almost all industries. 
Gains in COMPENSATION moderate, 
those in PRODUCTIVITY accelerate, and 
UNIT LABOR COSTS slow 
PERCENTAGE CHANGE FROM PREVIOUS YEAR 
12 
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BLS quarterly data seasonally adjusted. 
The activities of the Pay Board, and the willingness of business 
and labor to cooperate, were important factors in dampening the 
rate of pay increases. More moderate wage settlements were en-
couraged by the continued existence of some slack in the labor 
market and by more moderate increases in consumer prices, which 
reduced pressure for large "catch-up" wage increases. Prior to 
August 1971, price increases, coupled with rising taxes, had more 
than offset the gains in nominal wage rates. Moreover, 1972 was 
a year of relatively light collective bargaining activity. In contrast, 
major labor contracts covering nearly 5 million workers will be the 
subject of collective bargaining during 1973, compared with 2.7 
million during the past 12 months. This fact, combined with less 
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slack in the labor market and smaller anticipated increases in produc-
tivity, suggests increased pressure on wage rates in the coming year. 
PRICES 
CONSUMER AND WHOLESALE 
PRICE INDEXES 
BLS data. Wholesale price index, 
industrial commodities, is Federal 
Reserve regrouping. 
During 1972 the economy attained a lower rate of price inflation 
than at any other time since 1967, in part because of the stabilization 
program and the marked slowing of increases in labor costs. The 
GNP implicit deflator, which relates to the over-all economy, rose 
at an annual rate of 3 per cent in 1972. This compares with an 
increase of more than 5 per cent during the first half of 1971 and 
5.5 per cent in 1970. 
The behavior of the wholesale and consumer price indexes has 
been uneven. Wholesale prices rose at an annual rate of about 
6.5 per cent during the year, a somewhat higher rate than during 
the first 8 months of 1971 preceding the imposition of controls. 
This sustained high rate of increase reflected for the most part 
sharply rising prices of farm products, processed foods, and feeds. 
Responding to buoyant domestic and foreign demand, and being 
largely exempt from controls, these prices spurted at a rate of more 
than 14 per cent during 1972 compared with a 6.5 per cent increase 
from December 1970 through August 1971. In contrast, the rate 
of increase of industrial commodity prices moderated during Phase 
II; the increase was about 3.5 per cent at an annual rate, off more 
than a point from the pre-control period. The average increase 
reflected a very large run-up in prices of hides, skins, and leather 
and of lumber and wood products. 
Success in moderating consumer price increases has been limited. 
During the past year the consumer price index has risen by about 
3.5 per cent, compared with 3.8 per cent in the 8 months preceding 
the introduction of controls. However, if mortgage costs—which 
fell sharply in early 1971—are excluded, the improvement was 
more noticeable, and in any event the increase in consumer prices 
in 1972 was well below the rates during the period from 1967 
to 1970. 
The nonfood commodities component of the index has risen more 
slowly than the average—only 2.5 per cent during the 12 months 
ending in November 1972. Here, too, the good showing was helped 
by Price Commission rulings. Some of these rulings postponed 
price mark-ups requested for safety and anti-pollution devices 
installed by manufacturers on new-model cars, and resulted in a 
reduction of seasonally adjusted auto prices late in the year. More 
significant was the substantial easing in the price increases of 
services, particularly for health services and for rents. 
In early 1973 the stabilization program was modified, placing 
greater emphasis on voluntary compliance, but special mandatory 
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